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OFFICEOF THE CITY CONTROLLER
CITY OF HOUSTON
TEXAS

ANNISE D. PARKER

October 28, 2004

To Mayor White, City Council Members and
The Citizens of Houston:

| am pleased to submit to you the City of Houston’s Quarterly Investment Report for the
guarter ending September 30, 2004. This report presents the portfolio composition of
investment pools the City Controller’ s Office manages.

The Report is organized as follows: Investment Portfolio Summary and Composition of
al pools; an analysis of the General, Airport Construction and Tax Exempt pools;
security listings by maturity for the quarters ending September 30, 2004 and
June 30, 2004.

| hope you find this data useful and informative.

Respectfully submitted,

Annise D. Parker
City Controller
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ANNISE D. PARKER

Quarterly Investment Report

We believe the data presented for the quarter ending September 30, 2004, are accurate in
all material respects, and are presented in a manner that fairly sets forth the investment
standing of the City of Houston.

This report was prepared in compliance with the City’ s Investment Policy and the Public
Funds Investment Act of the State of Texas.

Annise D. Parker
City Controller

James Moncur
Deputy City Controller
Treasury Division



CITY OF HOUSTON

QUARTERLY INVESTMENT REPORT
Executive Summary

For the Quarter Ending September 30, 2004

The accompanying Quarterly Investment Report lists in summary form and in detail
the investment positions of the City of Houston operating funds as of September 30,
2004. As of that date, the City had atotal of approximately $1.7 billion invested in
various investment pools, each serving a specific purpose as described in the report.
The general pool, which includes, among other funds, the City’s operating funds,
comprises approximately 85% of the total investment portfolio. All investments are
governed by state law and the City’s Investment Policy, which dictates the
following investment objectives, in order of priority:

Safety

Liquidity

Return on Investments
Legal Requirements

pODNPRE

Approximately 83% of the City’s investments are currently invested in securities
issued by US government sponsored enterprises, such as Fannie Mae, Freddie Mac,
and the Federal Home Loan Bank. The remaining amounts are invested in a variety
of instruments, including United States Treasury obligations, municipal securities,
high-grade commercia paper, repurchase agreements, and money market accounts.
The securities contained in the city’s investment portfolios generally have an AAA
or equivalent long-term rating and at least an A-1, P-1 or equivalent short-term
rating by the major bond rating companies, indicating a portfolio of the highest
quality and lowest credit risk.

The weighted average maturity of the City’s investments has historically ranged
from about 1 year to about 2 years. The average maturity is currently 1.6 years.
From an operating standpoint, approximately half of the funds invested are
designated to be spent on capital projects such as roads and bridges, the water and
sewer system and the airport system. Investment maturities are arranged to coincide
with needed expenditures for these capital projects. In addition investment
maturities are arranged to meet short-term obligations, such as payroll and debt
Sservice payments.

Standard & Poor's Investment Services has assigned its AAAT credit rating and S1
volatility rating to the General Pool. The AAAT credit quality rating is the highest
rating available from Standard & Poor's and reflects the extremely strong protection
that the Pool's portfolio investments provide against losses from credit defaults or
credit deterioration. The Sl volatility rating recognizes the Pool's sensitivity to
changing market conditions as a result of its low market risk profile and
conservative investment policies.

For the quarter ended September 30, 2004, the general pool yielded an average of
2.34% based on the amortized cost of the portfolio.



General Pool (960)

Book Value

Market Value

Market/Book Ratio

Accrued Interest

Investment Portfolio Summary
Activity For Quarter Ending

September 30, 2004

Last Quarter Last Year
9/30/2004 6/30/2004 Net Change 9/30/2003 Net Change
$1,416,683,096 $1,262,955,411 153,727,685 $1,601,777,679 -185,094,583
$1,417,575,253 $1,260,005,138 157,570,114 $1,615,970,020 -198,394,768
1.001 0.998 0.003 1.009 -0.008
$7,443,263 $6,640,556 802,707 $12,069,485 -4,626,222

The General Pool consists of all working capital, construction, and debt service funds which are not subject to yield restriction under IRS arbitrage regulations. Combining the net cash-flows
of all funds allows the City to invest in longer-term, higher-yielding securities without sacrificing the ability to meet short-term cash needs. The General Pool strategy, as outlined in the City's
Investment Policy, combines a variation on the traditional laddered maturity strategy which matches assets and liabilities, with more active management strategies, such as yield curve

analysis and bond swaps.

Note - During August 2001, the Trustee Pool was merged into the General Pool. The water and sewer debt issues to which the Trustee Pool related have been paid off, eliminating the
purpose for which the Trustee Pool was established.

STANDARD

EAPOORS

Standard & Poor's Investment Services has assigned its AAAf credit rating and S1 volatility rating to the General Pool. The AAAf credit quality rating is
the highest rating available from Standard & Poor's and reflects the extremely strong protection that the Pool's portfolio investments provide against
losses from credit defaults or credit deterioration. The S1 volatility rating recognizes the Pool's sensitivity to changing market conditions as a result of

its low market risk profile and conservative investment policies.

Airport Construction Pool (968)

Book Value

Market Value

Market/Book Ratio

Accrued Interest

Last Quarter Last Year
9/30/2004 6/30/2004 Net Change 9/30/2003 Net Change
$194,204,751 $260,305,502 -66,100,751 $507,211,771 -313,007,021
$193,573,959 $259,409,533 -65,835,575 $507,607,967 -314,034,008
0.997 0.997 0.000 1.001 -0.004
$1,196,357 $2,044,427 -848,070 $2,866,962 -1,670,605

The Airport Construction Pool consists of proceeds from the 1998 Aviation Series A & B bond issue which provided $550 million net funds and the proceeds from the 2002 Aviation Series A,
B, C, D-1 & D-2 bond issue which provided $680 million net funds for Airport System improvements. These funds are subject to arbitrage regulations of the 1986 Tax Reform Act. A separate
investment pool was created for these bond issues to facilitate effective management of the funds relative to its construction draw schedule and compliance with arbitrage requirements.
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Investment Portfolio Summary
Activity For Quarter Ending
September 30, 2004

Tax Exempt Pool (971)

Last Quarter Last Year
9/30/2004 6/30/2004 Net Change 9/30/2003 Net Change
Book Value $9,451,080 $9,756,302 -305,222 $16,650,817 -7,199,737
Market Value $9,437,415 $9,733,376 -295,961 $16,652,961 -7,215,546
Market/Book Ratio 0.999 0.998 0.001 1.000 -0.002
Accrued Interest $96,438 $168,000 -71,562 $70,452 25,985

The Tax Exempt Pool consists of those funds which are subject to yield restriction and arbitrage regulation under the 1986 Tax Reform Act. This pool was created to do the following:
demonstrate compliance with Internal Revenue Code regarding arbitrage, maximize the amount of interest earned and retained by the City from the investment of funds subject to the
regulations, minimize the amount of rebate liability, and minimize the cost of administering the arbitrage tracking program. The Tax Exempt Pool strategy, as outlined in the City's
Investment Policy, is to invest in high quality, short-term municipal bonds and one or more tax-exempt money market mutual funds in order to meet the liquidity demands of the City.

Housing Department Section 108 Pool (974)

Last Quarter Last Year
9/30/2004 6/30/2004 Net Change 9/30/2003 Net Change
Book Value $1,184,013 $2,733,768 -1,549,755 $1,599,444 -415,431
Market Value $1,184,035 $2,733,466 -1,549,432 $1,599,531 -415,497
Market/Book Ratio 1.000 1.000 0.000 1.000 0
Accrued Interest $0 $0 0 $0 0

The Housing Department Fund was created to comply with the U.S. Department of Housing and Urban Development (HUD), which requires a separate custodial account for HUD's benefit.

Uptown Development Authority Affordable Housing Pool (970)

Last Quarter Last Year
9/30/2004 6/30/2004 Net Change 9/30/2003 Net Change
Book Value $5,210,054 $5,253,749 -43,695 $6,658,322 -1,448,267
Market Value $5,210,054 $5,253,749 -43,695 $6,658,322 -1,448,267
Market/Book Ratio 1.000 1.000 0.000 1.000 0.000
Accrued Interest $7,071 $5,146 1,924 $6,100 970

The Uptown Development Authority issued Tax Increment Revenue Bonds which included a portion that was transferred to the City of Houston Housing Department for use in City affordable
housing projects.

Page 2



Investment Portfolio Summary
Activity For Quarter Ending
September 30, 2004

George R. Brown Project Funds Pool (977)

Last Quarter Last Year
9/30/2004 6/30/2004 Net Change 9/30/2003 Net Change
Book Value $5,899,831 $6,374,689 -474,859 $32,306,010 -26,406,180
Market Value $5,899,831 $6,374,689 -474,859 $32,314,994 -26,415,163
Market/Book Ratio 1.000 1.000 0.000 1.000 0.000
Accrued Interest $8,240 $5,649 2,591 $67,474 -59,234

The George R. Brown Project Funds Pool consists of $165 million of proceeds from the 2001 Series A,B & C Hotel Occupancy Tax and Special Revenue Bond Issues related to the
expansion of the convention center. A separate investment pool was created for this part of the bond issues to facilitate effective management of the funds relative to its construction draw
schedule and compliance with arbitrage requirements under the Tax Reform Act of 1986.

Convention Center Hotel Project Funds Pool (978)

Last Quarter Last Year
9/30/2004 6/30/2004 Net Change 9/30/2003 Net Change
Book Value $0 $0 0 $77,313,791 -77,313,791
Market Value $0 $0 0 $77,313,791 -77,313,791
Market/Book Ratio N/A N/A N/A 1.000 N/A
Accrued Interest $0 $0 0 $314,907 -314,907

The Convention Center Hotel Project Funds Pool consists of $287 million of proceeds from the 2001 Series A,B & C Hotel Occupancy Tax and Special Revenue Bond Issues related to the
construction of the convention center hotel adjacent to the George R. Brown Convention Center. A separate investment pool was created for this part of the bond issues to facilitate effective
management of the funds relative to its construction draw schedule and compliance with arbitrage requirements under the Tax Reform Act of 1986.

Convention Center and Hotel Reserve Funds Pool (979)

Last Quarter Last Year
9/30/2004 6/30/2004 Net Change 9/30/2003 Net Change
Book Value $21,774,454 $21,774,454 0 $21,774,454 0
Market Value $21,774,454 $21,774,454 0 $21,774,454 0
Market/Book Ratio 1.000 1.000 0.000 1.000 0.000
Accrued Interest $119,397 $429,828 -310,431 $115,985 3,411

The Convention Center and Hotel Reserve Funds Pool consists of $22 million of proceeds from the 2001 Series A,B & C Hotel Occupancy Tax and Special Revenue Bond Issues
designated as reserve funds. A separate investment pool was created for this part of the bond issues to facilitate effective management of the funds and compliance with arbitrage
requirements under the Tax Reform Act of 1986.
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Investment Portfolio Composition
Combined Pools
Percentages by Market Sector

Portfolio Composition as of Portfolio Composition as of
September 30, 2004 June 31, 2004
REPO
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FIGURE 1
Source: City of Houston Controller's Office

General Pool For the quarter ending September 30, 2004, the 3-month average yield was 2.339%. At quarter end, the
market value was $1.418 billion, versus a book value of $1.417 billion. The Weighted Average Maturity (WAM) was 623 days.

Airport Construction Pool For the quarter ending September 30, 2004, the 3-month average yield was 1.288%. At quarter
end, the market value was $193.6 million, versus book value of $194.2 million. The WAM was 157 days.

Tax Exempt Pool For the quarter ending September 30, 2004, the 3-month average yield was 1.058%. At quarter end, the
market value was $9.44 million and the book value was $9.45 million. The WAM was 64 days.

Housing Department Section 108 Pool For the quarter ending September 30, 2004, the 3-month average yield was
1.319%. The market value and book value were both $1.18 million at quarter end. The WAM was 21 days.

Uptown Development Authority Affordable Housing Pool For the quarter ended September 30, 2004, the 3-month
average yield was 1.184%. The market value and book value were both $5.21 million at quarter end. The WAM was 1 day.

George R. Brown Project Funds Pool For the quarter ended September 30, 2004, the 3-month average yield was 1.336%.
At quarter end, the market value and the book value were both $5.90 million. The WAM was 1 day.

Convention Center Hotel Projects Funds Pool As of April 1, 2004, this pool ceased to exist and the Houston Convention
Center Hotel Corporation entered into a management agreement with the City for any remaining funds.

Convention Center and Hotel Reserve Funds Pool For the quarter ended September 30, 2004, the 3-month average yield
was 5.640%. The market value and the book value were $21.8 million and the WAM was 2,527 days at quarter end.
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Investment Portfolio Composition
General Pool 960
Percentages by Market Sector

Portfolio Composition as of Portfolio Composition as of
September 30, 2004 June 31, 2004
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FIGURE 2
Source: City of Houston Controller's Office

Investment Policy Limitations

Overnight Investment Account (O/N) <15%
Money Market Mutual Funds (MMMF) <15%
Repurchase Agreements (Repo) <15%
Commercial Paper/Banker Acceptances (CP/BA) <15%
US Treasury Bills/Notes/Bonds Unrestricted
US Agencies <100%
Municipal Bonds <15%
Mortgage-Backed Securities (MBS) <15%

The portfolio composition graph for the General Pool (Figure 2) shows the percentage of the pool held in U.S.
Treasuries, U.S. Agencies, Mortgage-Backed Securities, Municipal Bonds and liquidity investments (MMMF, Repo and
CP) positions. All investments are in compliance with the objectives and restrictions set forth in the City's Investment
Policy and the Public Funds Investment Act of the State of Texas.
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Annual Portfolio Composition
General Pool
October 2003 through September 2004
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FIGURE 3
Source: City of Houston Controller's Office

Page 6



Investment Portfolio Composition
Aviation Construction Pool
Percentages of Market Sector

Portfolio Composition as of Portfolio Composition as of
September 30, 2004 June 30, 2004
MMMF MMMF
4% 3%

Agencies Agencies
96% 97%

FIGURE 4
Source: City of Houston Controller's Office

Investment Policy Limitations

Overnight Investment Account (O/N) <15%
Money Market Mutual Funds (MMMF) <15%
Repurchase Agreements (Repo) <15%
Commercial Paper/Banker Acceptances (CP/BA) <15%
US Treasury Bills/Notes/Bonds Unrestricted
US Agencies <100%
Municipal Bonds <15%

The portfolio composition graph for the Aviation Construction Pool (Figure 4) shows the percentage of the pool
held in U.S. Treasuries, U.S. Agencies, Municipal Bonds and liquidity investments (MMMF, Repo and CP)
positions. All investments are in compliance with the objectives and restrictions set forth in the City's Investment
Policy and the Public Funds Investment Act of the State of Texas.
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Investment Portfolio Composition
Tax Exempt Pool
Percentages by Market Sector

Portfolio Composition as of Portfolio Composition as of
September 30, 2004 June 30, 2004
MMMF MMMF
35% 37%

Municipals Municipals
65% 63%

FIGURE 5
Source: City of Houston Controller's Office

Investment Policy Limitations

Maximum Level
Money Market Mutual Funds (MMMF) 100%

Municipal Notes and Bonds (Including VRDSS) 100%

The portfolio composition graph for the Tax Exempt Pool (Figure 5) shows the percentage of the pool held in Municipal
Notes/Bonds/VRDS's and Money Market Mutual Funds. All investments are in compliance with the objectives and restrictions
set forth in the City's Investment Policy and the Public Funds Investment Act of the State of Texas.
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